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Third Quarter 2008 Investor Letter  
 
October 29, 2008 
 
Dear Investor: 
 
Third Point Offshore Fund, Ltd. returned -19.7%, net of fees and expenses, in the third 
quarter of 2008, and has returned -18.5% for the year to date.  The S&P 500 returned  
-8.3% for the quarter, and -19.3% for the first three quarters. Firm assets under 
management at the end of the quarter were $4.3 billion. 
 
Introduction 
 
Quarterly returns were disappointing for Third Point given our long/short approach, 
defensive positioning going into the quarter and the fact that we continued to reduce our 
net and gross exposures over the course of the summer.  However, we protected capital by 
taking decisive action to re-evaluate and sell selected positions, by successfully hedging 
our energy bets, and by lowering our gross exposure throughout the year.  It is safe to say 
that given the unprecedented volatility and market dislocations during these past few 
months, these actions served not just to preserve our capital, but also our business 
franchise. 
 
This is a transitional time for the hedge fund business.  Those who used the legerdemain 
of leverage to lull investors (and themselves) into the belief that they could tease high 
“Sharpe Ratios” and steady returns have been the first culled from the herd in the 
Darwinian process occurring in our industry.  Some observers believe that at least half of 
current fund managers will be gone by the end of next year.  Considerable selling pressure 
on the market remains from these impending hedge fund failures, the unwinding of the 
proprietary trading desks at some investment banks (which were hedge funds in drag – 
with more leverage and poorer risk controls), and an estimated trillion-odd dollars of 
CLO1 exposure to sort through.  The good news is that at the end of this excruciating 
process there will be considerably less capital and fewer players who employ our approach 
to event-driven investing to participate in the rebound. 
 
                                                 
1  CLOs or Collateralized Loan Obligations are banker speak for highly leveraged pools of corporate bonds 
and high yield loans (kissing cousins to CDOs—similar structures which held toxic mortgage securities).  
Typically a slim layer of “equity” usually provided by the sponsor is goosed up with may layers of 
mezzanine and senior AAA bonds.  Typically, the pools were structured as either “cash flow” CLOs or 
market value CLOs.  The former could stay in existence so long as cash was paid regardless of downgrades 
or decline in market value so long as the cash flows remained current.  These structures would decline in 
the event of higher default rates.  The market value CLOs are required to maintain certain ratings of their 
underlying securities and can be forced to liquidate in the event of downgrades or declines in market value. 
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I am genuinely excited by some of the situations we are currently seeing and by the 
coming opportunities that should be produced by the impending wave of defaults, 
bankruptcies and reorganizations. 
 
For this reason, we are reopening all Third Point funds to additional investment 
effective January 1, 2009.  Before elaborating on the types of opportunities we are 
interested in, I want to discuss more specifics about our quarter and year to date 
performance. 
 
Third Quarter Performance  
 
A keen survival instinct and actions we took to reduce exposure preserved both capital and 
our business.  However, we made a number of mistakes and even our best judgment at 
times was not sufficient to prevent losses: 
 

! We remained invested for too long in Reliance Capital, which started the year at 
2587 rupees and which we sold around 1400 rupees. 

 
! We stayed too long in MasterCard, a crowded hedge fund name with excellent 

fundamentals but priced for perfection. 
 

! We increased our exposure to energy names as the market peaked, and did not 
hedge until mid-summer. 

 
! We invested in some event-driven names, particularly Maguire Properties and 

Phoenix Insurance, which are down dramatically from our cost. 
 
I am proud of the things we did right: 
 

! We have generated approximately $1.5 billion in various single name shorts and 
hedging strategies ytd, offsetting a significant portion of our losses on the long 
side. 

  
! We sold substantially all of our emerging markets exposure, including interests in 

Russia, Brazil, India and Asia, earlier this year. 
 

! We drastically reduced our gross and net exposure in July from over 20% net long 
to approximately 5% net long and virtually zero net exposure after hedges.  
Although we wish in retrospect that we had taken exposures down more quickly, 
our actions saved our investors hundreds of millions of dollars. 

 
! We avoided numerous hedge fund traps, including rails, materials/metals, and 

leveraged loans. 
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! We conservatively and actively managed our counterparty risk: sweeping cash 
balances from all prime brokerage accounts into select banks, ensuring our prime 
brokerage positions were held by U.S. broker-dealers, and avoiding any exposure 
to the Lehman Brothers Bankruptcy. 

 
! We exited Reliance, selling out at an average of over 100% higher than its current 

level of 615 rupees.     
 
! We similarly exited MasterCard, primarily selling out of the position at over 50% 

higher than its current trading levels. 
 
! We sold out of our European names (Daimler, Siemens, Deutsche Boerse) at 

losses, but significantly above current levels. 
 

! We de-leveraged the Ultra fund to 1.1x, down from 1.5x, and well below its 
potential level of leverage. 

 
At present, our firm has adopted the most defensive posture in our history.  We have 
exposure in risk arbitrage positions and in debt and CDS positions where we are long 
protection.  Our energy book, representing our largest allocation, is hedged completely 
versus both E&P indexes and the oil commodity. 
 
Our defensive posture is a function of several factors including unprecedented market 
volatility.  For those of you not sitting by a screen witnessing 10% moves daily, the chart 
below of the VIX, a measure of market volatility, should illustrate this phenomenon. 
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Source: Bloomberg 
 
Volatility is an important consideration because a level of 80, like the one at present, is 
equivalent to 4x the exposure when the volatilities are at a more normal “average” level of 
20.   
 
In addition to market volatility and the challenges of the ongoing hedge fund unwindings 
discussed above, we expect additional technical factors to weigh on the equity markets in 
the near term.  Many have argued that weak economic data is already discounted into 
“cheap” stock valuations.  Our view is that a variety of factors – high unemployment 
figures, collapsing retail spending, non-existent auto sales and a resulting lengthy 
recession – have not been factored into earnings estimates yet, and they will have to come 
down further.  
  
We believe that weak earnings combined with forced selling and an ongoing de-
leveraging process will produce many compelling buying opportunities.  It is these sorts of 
“disruptions” that we find so attractive, and we anticipate deploying meaningful amounts 
of capital into them once they reveal themselves to us.  We believe these disruptions are 
inevitable, especially considering other recent events including: 
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! Earlier this month, the entire Icelandic financial system imploded, its banks went 
bankrupt, and its currency and security markets dropped over 80%. 

 
! Russian oligarch billionaires who fueled speculative markets from art to London 

real estate had credit lines pulled, were forced to sell public holdings, and have lost 
billions in net worth. 

 
! Eastern European currencies and economies caught up in the consumer and 

commercial leverage bubble have started to rapidly decline, signified by widening 
credit spreads and collapsing currencies. 

 
! Last week, Latin American markets plummeted, led by Argentina which froze its 

citizens’ pension assets.  Argentina’s currency is down 11% since September 1, 
and its stock market is down 55% ytd. 

 
! Even after the passage of the bank bailout, credit remains virtually frozen and 

spreads are at historical highs. 
 

! U.S. executives have been forced to sell leveraged stock holdings:  Aubrey 
McClendon at Chesapeake Energy was forced to sell a stake valued at over $2.0 
billion as recently as last July, Sumner Redstone was forced to sell some of his 
holdings in Viacom and CBS this month, and Kirk Kerkorian, who pledged his 
MGM stock to purchase Ford, was forced to sell his stake in the latter company. 

 
Current Opportunities 
 
We are seeing immediate opportunities to invest capital in a number of areas which do not 
require us to bet on a market turn-around or equity multiple expansion.  Such areas 
include risk arbitrage transactions involving mergers of high quality corporations with 
committed bank financing.  We were not involved in these deals before the bank bail-out, 
but we believe newly-strengthened banks will honor their funding commitments over the 
next several months in solid transactions.   
 
We are also seeing all manner of opportunity in various credit securities including “busted 
converts” with high teens returns with less than two years before put-eligibility or 
maturity.  First lien secured bank loans are also cheap, offering returns in the low to mid-
teens, the highest levels such loans have ever offered.  Without going into specifics, we 
have found certain securities backed by U.S. treasuries with a duration of less than two 
years offering returns of greater than 10%. 
 
What Are We Most Excited About? 
 
Once redemption season is behind us (at present we have received redemption notices of 
approximately 12% of assets for December 31), we look forward to deploying our capital 
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into some of these relatively low-risk mid-teens return situations.  We are also seeing 
interesting short opportunities even at these depressed levels. 
 
We are particularly excited about the prospect of having liquidity and capital to invest in 
the coming distressed cycle.  I am no stranger to this environment, having achieved 
considerable success in the previous two periods of severe market-dislocation.  I cut my 
teeth on this type of investing while sitting on the Jefferies distressed debt trading desk 
following the bankruptcy of Drexel Burnham from 1991 to 1994, where I participated in 
roles including analyst, salesman and trader, giving me ringside seats to that period’s 
bankruptcy bonanza.    
      
The second distressed cycle I invested in was the period from 2002-2003, which set the 
stage for two years of extraordinary returns for Third Point’s funds (2003: +52%, 2004: 
+34%), driven by investments in such companies as Dade Behring, Magellan Health, Leap 
Wireless, and International Coal.  With the level of defaults looming on the horizon and 
spectacularly badly structured LBO transactions of high quality companies sure to teeter 
into receivership, I believe this wave of restructurings will be larger than the past two 
cycles and create significant opportunities.    
 
Patience is a Virtue 
 
I am asked every day when will I start heavily pouring into credit.  Timing is everything in 
these markets.  There was no shortage of “first movers” picking up “cheap” first lien loans 
at 90 cents on the dollar and leveraging them only 2 or 3x.  I have enough experience in 
this area to know that we will have time to deploy our capital.   
 
There will be waves of defaults and some companies and some valuations will be better 
than others.  We are in no hurry to deplete our cash reserves but we are scouring the 
marketplace and are poised to exploit these opportunities as they emerge.   
 
Uncharted Territory 
 
We are in uncharted territory as a firm and as a nation.  There has never been a 
deleveraging process of this magnitude.  We cannot know how deep nor how long this 
recession will be.  We have not seen the impact of sovereign nation distress and default 
yet, but I do remember how much trouble merely one country, Russia, caused in 1998.  
What will happen if Ireland, Austria or Switzerland run into financial difficulty propping 
up their financial institutions as Iceland tried and failed to do?  I am not among those 
predicting financial Armageddon.  (Although we came perilously close with last month’s 
financial equivalent to the Cuban Missile Crisis).    
 
The only thing I do know is that from chaos comes opportunity.   As I mentioned, we 
have opportunities right in front of us in fixed income securities and in aberrations caused 
by aversion to any level of illiquidity.  With our long track record as evidence of an 
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investment process that I believe will thrive in this environment, I look forward to 
navigating through this challenging period and taking advantage of the extraordinary 
opportunities that lie ahead of us. 
 
Personnel Update 
 
During the quarter, we started a realignment of our research team with the departure of 
four analysts and the addition of two below.  We are currently looking for several more 
analysts with credit skills and relevant industry experience. 
 
Matthew Cohen –  Matthew joins Third Point as a generalist from Bain Capital, where 
he worked as an Associate focused on private equity investments.  Matthew previously 
worked as a consultant at McKinsey & Company and received his B.S. in Economics 
from the Wharton School at the University of Pennsylvania. 
  
Rajesh Swaminathan –  Rajesh joins Third Point as Senior Associate working in our 
Ventures effort in Sunnyvale, CA, focusing on Cleantech investments.  Rajesh previously 
worked in senior positions at Bell Labs (Lucent) and at Deutsche Bank.  He recently 
received an M.B.A from Harvard Business School, an M.S. from the University of 
Maryland, and a Bachelor’s degree from Indian Institute of Technology (IIT) Madras. 
  
Additionally, we have welcomed Ihar Feldman, Senior Programmer, Floria Nee, Senior 
Accountant, and Sharona Sperber, Senior Accountant, to Third Point.  
 
Please feel free to call me with any questions or comments. 
 
Sincerely, 
 

 
 
Daniel S. Loeb 
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Notes: 
_____________________ 
 
1 The data in the first paragraph is presented by funds managed by Third Point LLC and 
excludes managed accounts.   Individual fund performance, portfolio exposure and other 
data included herein may vary between the various funds and managed accounts managed 
by Third Point LLC.  Performance results are presented on a net-of-fees basis and reflect 
the deduction of, among other things: management fees, brokerage commissions, 
administrative expenses, and accrued performance allocation or incentive fees, if any.  Net 
performance includes the reinvestment of all dividends, interest, and capital gains.  In 
practice, the incentive fee is "earned" on an annual basis (quarterly basis for Third Point 
Ultra Ltd.), not monthly, or upon a withdrawal from the fund.  Quarter-to-Date and Year-
to-Date performance is an estimate.  Because some investors may have different fee 
arrangements and depending on the timing of a specific investment, net performance for 
an individual investor may vary from the net performance as stated herein. 
 
2 Past performance is not necessarily indicative of future results.  All investments involve 
risk including the loss of principal.  This document is confidential and may not be 
distributed without the express written consent of Third Point LLC and does not 
constitute an offer to sell or the solicitation of an offer to purchase any security or 
investment product.  Any such offer or solicitation may only be made by means of 
delivery of an approved confidential offering memorandum. 
 
3 The performance and volatility of the S&P 500 may be materially different from the 
individual performance attained by a specific investor in the funds and managed accounts 
managed by Third Point LLC.  In addition, the funds’ and managed accounts’ holdings 
may differ significantly from the securities that comprise the S&P 500.  The S&P 500 has 
not been selected to represent an appropriate benchmark to compare an investor’s 
performance, but rather is disclosed to allow for comparison of the investor’s 
performance to that of a well-known and widely recognized index.  You cannot invest 
directly in an index (although you can invest in an index fund that is designed to closely 
track such index). 
 
_____________________ 
 
 
 
 
 
 
 
 
 


